ee 
ie Ct) = | 


ONTARIO. LEGISLATIVE LIBRARY 
BIBLIOTHEQUE DE L’ASSEMBLEE 
LEGISLATIVE DE L’ONTARIO | 


ace ~ 
ee ae 
se S = 


Legislative Research Service 
Room 2520, Whitney Block 

99 Wellesley Street West 
Toronto, Ontario M7A 1A9 


(416) 325-3675 
(416) 325-3637 
(416) 325-3696 Fax 


Prepared By: 


Jerry Richmond 
Research Officer 


Ontario Rup el 4 Bibliotheque de 
= l’Assemblée législative 


Legislative 


Library Kida de l'Ontario 
Cater 
SHORT LINE RAILWAYS 


Current Issue Paper 164 


Legislative Research Service 


September 1995 


(416) 
(416) 
téléc. : (416) 


Publications 


Service de recherches 
Bureau 2520, édifice Whitney 
99, rue Wellesley ouest 
Toronto (Ontario) M7A 1A9 


325-3675 
325-3637 


dt 
325-3696 


ISSN 0835-0299 


ie ehey ata tee 3 


ann? sowie! 


The Legislative Research Service is a branch of the Ontario Legislative Library which 


provides confidential non-partisan research analysis to Members of all parties of the 
Legislative Assembly and to legislative committees. 


Contents 


Introduction | 
Canada's Railway Industry ] 
Canadian National Z 

The Potential of Short line Railways | 3 
Problems with Conversion to Short line Railways 4 
Economic Viability 4 
Labour Relations 4 


The "Successor Right" Provisions of Bill 40 - Labour 
Relations and Employment Statute Law Amendment Act, 


1992 and Short Line Railway Purchasers 5 
Ongoing Labour Relations ff 
Regulatory Process 7 
Ontario i] 
Federal 9 
Case Studies 9 
Algoma Central 7 
Goderich-Exeter 10 
Arnprior-Nepean I 
Other Operations 12 
Other Jurisdictions ie 
Quebec is 
New Brunswick ie 
Nova Scotia 14 
Wisconsin 15 
Government Initiatives 15 
Federal DS 
Provincial 16 
Current Ontario Government Short Line and Labour 
Law Legislative Proposals ly 
Conclusions 18 
Notes 20 


Legislative Research Service 


Digitized by the Internet Archive 
in 2022 with funding trom 
University of Toronto 


https://archive.org/details/31/761115501264 


Page 1 


INTRODUCTION 


The two major Canadian railways, Canadian National and Canadian 
Pacific, have been abandoning lines in many parts of Canada and Ontario. 
Within Ontario, railway trackage has declined from 9,193 miles in 1970 to 
7,253 miles in 1993.' When lines are closed, jobs are lost, industries along 
the line which shipped their goods by rail may be adversely affected, and 
the transportation options and access of communities and individuals in 
the area are reduced. All of these effects have been more severe in rural 
and northern areas where most closures have occurred. 


An alternative to closing may be establishing short line railway 
companies. Short line railways are generally seen as smaller independent 
railway operations which operate freight services, or in some specialized 
cases seasonal tourist excursion trains, along separate lines which connect 
to the mainline railways. Short lines “also known as feeder railways, can 
vary in length from a couple of kilometres of track to 100 kilometres or 
more. Almost all use tracks that the major railways could not operate 
profitably, and either sold or abandoned.” 


This paper will review the current operations, future prospects, and 
economic, legal, and labour issues associated with setting up short line 
railways in Ontario. Recent legislative initiatives of the Ontario 
government respecting short lines are also reviewed. 


CANADA'S RAILWAY INDUSTRY 


The immediate context for the potential development of short line railways 
is the economic health and prognosis of the industry as a whole. To 
increase its efficiency and profitability, the national railway industry has 
been reducing track mileage and its labour force. 


> Statistics Canada figures indicate that between 1984 and 1993 railway 
employment in Canada for CN, CP and Via Rail declined from 81,710 
to 48,855 workers.*? During 1993, CN further reduced its workforce by 
5.4 percent, CP by 5.8 percent, and Via Rail by 3.1 percent. Between 
1983 and 1993 average annual employment in the railway industry in 
Ontario declined from 21,000 to 15,700.* 


>» Between 1988 and 1993 the length of track operated in Canada 
declined from 91,364 to 84,648 kilometres, mainly due to a reduction 


in the length of branch lines.° 


e As of the end of 1993, Ontario's 13,529 kilometres of mainline 
trackage, accounted for almost 36 percent of the national total of 
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Short Line Railways 


37,856 kilometres. CN operated 6,606 kilometres, CP operated 
4,470 kilometres and other railways, mainly the Algoma Central 
and Ontario Northland, operated 2,453 kilometres of mainline 
track within Ontario.° Most of this trackage was located in northern 
Ontario as part of the transcontinental mainlines of Canadian 
National and Canadian Pacific.’ 


Over the long-term it has been estimated that within Canada "at least half 
of the existing rail network will be abandoned, operated by short line 
operators, or devoted to passenger services between major urban areas."* 


Canadian National 


Both Canadian National and Canadian Pacific have been cutting back their 
operations. Both see short line railways as an important part of their overall 
corporate rationalization and as a way of preserving viable local rail 
services. 


The report of the President, Paul Tellier, speaks of the need to revitalize 
CN's eastern Canadian operations and states: 


In some of the more difficult areas of the East [east of 
Winnipeg], we are dealing with the problem of network 
overcapacity by working out a new system comprising either 
independently owned or internally managed short lines [i.e., 
arrangements negotiated with groups of employees who 
would operate the lines as though they were short lines]. The 
new system will serve as our feeder network and maintain 
rail service to our customers.’ 


It has been estimated that up to 25 percent of CN's rail network could be 
suitable for short line operation and most of this low-density trackage is east 
of Thunder Bay.'° A public affairs document entitled Short Line Railways, 
prepared by CN, indicates: 


CN does not want to lose customers or cut service. It wants 
to move goods in ways that will allow it to maintain service 
and survive. A shortline/CN partnership means local 
shippers retain direct access to an international transportation 
network via the locally-based shortline operator. And that 
access is enhanced by the relationship between the locally- 
based shipper and the local carrier.'! 


CN's Annual Report 94 noted that "abandonment is a last-resort solution that 
we would apply only when no hope exists for short line operation."”” 
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THE POTENTIAL OF SHORT LINE RAILWAYS 


Most fundamentally, short line railways can be an alternative to 
abandoning lines, with all the implications closure has for affected 
communities. Closing a line can effectively mean the permanent loss of 
rail links for the particular area; if the original track/ties are lifted, it is 
highly unlikely that rail service would ever be restored. 


They may "allow shippers to remain in smaller communities, rather than 
relocating, which preserves local jobs."'? Industries and agricultural and 
resource producers in rural areas would retain rail freight services and their 
sales would continue to be fed into junction points with the mainline 
railways. 


The federal National Transportation Act Review Commission (1993) 
argued with respect to short lines that: 


It is not a magic solution to railway ills, but it does offer an 
attractive alternative to abandonment. Short lines can 
provide an option for shippers and municipalities facing 
outright loss of rail service. The emergence of new railway 
operators, however small, may lead to innovations in both 
the operation and marketing of rail services. At best, a 
successful short line can restore competitiveness in markets 
where high cost operators have been unsuccessful.'* 


Because of their generally lower operating costs and more personalized 
style of service, short line operators have been able to increase railway 
freight business in some situations.'° For example, the Goderich-Exeter 
Railway (GEXR) in southwestern Ontario, which in 1992 purchased 112 
kilometres of former CN track between Stratford and Goderich, has been 
able to substantially increase the number of freightcars handled. '° 


It is also in the mainline railways’ interests to sustain short lines. Freight 
that used to be carried on the abandoned line would be shifted to trucks 
and would not likely be subsequently transferred to the rail mode. Overall 
railcar loadings across the national or continental rail network would be 
reduced. An official of Canadian National indicated that they would prefer 
to sell branch lines rather than abandon them because they would then 
serve as feeders to the mainline railway.’ 


Preserving short lines can alleviate expansion and maintenance pressures 
upon local municipal roads and provincial highways by keeping traffic on 
the rails that would otherwise travel by truck along provincial highways. 
Fewer trucks on local roads can also be viewed as enhancing roadway 
safety and benefitting the environment. 
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As a mode of surface transportation, the railroad has it all 
over the truck in terms of environmental friendliness. In 
terms of emissions, fuel efficiency, safety, and land-use, the 
railway does it best, for people and their environment. 


Consider emissions. If railroads are used as a baseline of 1, 
studies have shown trucks coming in at 13.6 on diesel 
particulates, 12.5 on hydrocarbons, 3.7 on nitrogen oxides, 
and 3.6 on carbon monoxide. It's much the same story when 
fuel efficiency is considered, with railroads producing 
about 2.5 times the ton-miles of trucks per gallon of fuel." 


PROBLEMS WITH CONVERSION TO SHORT LINE RAILWAYS 


ECONOMIC VIABILITY 


Fox a short line to continue operating, there must be sufficient existing or 
potential freight traffic, and the short line must also have a lower cost 
structure than the larger mainline railroad. 


Such considerations are taken into account by Canadian Pacific when 
reviewing potential sales to short line operators. They examine a number 
of criteria: 


... one of which looks to see if there is a sufficient traffic 
base for a short-line to operate. Other criteria for evaluating 
a potential purchaser includes expertise to operate a railway 
safely, a credible business plan and the financial backing 
necessary to not only conclude a sale ... but the financial 
support needed to maintain and operate over the long- 
ere 


Potential rail traffic volumes may limit further investments. Government 
officials believe that traffic volumes on many of the remaining potential 
Ontario short lines may be light.” 


LABOUR RELATIONS 


Key questions for potential operators of short line railways are labour 
costs and collective agreements. In a Globe and Mail article of November 
1992, an official of the Canadian Railway Labour Association is quoted as 
stating that the purpose of short lines is to eliminate unions and short- 
circuit labour agreements.*' Similarly, in a June 1995 Globe article, a 
union spokesperson for the CN workers indicated that the "US experience 
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[with short lines] has shown these are often undercapitalized, pay workers 
a lot less and have a high failure rate."”? 


RailTex promotional material states: 


The majority of RailTex short lines employ a total 
operating staff of fewer than twenty persons. This reduced 
employee population is less likely to attract rail labour 
organizing activities. In addition, incentive compensation 
packages can be better keyed to individual performance in a 
small organization.” 


A particular concern for the industry has been the issue of union successor 
rights, whether the new operator will be bound by the existing collective 
agreement. This question was complicated by the fact that most sales to 
establish short line railways crossed jurisdictions. Successor rights were 
contested in a lengthy legal challenge by the United Transportation Union 
prior to the commencement of the Central Western Railway Company as a 
short line operator in Alberta in 1986. This railway is described as "the 
first short line of the modern generation in Canada."** The operator 
appealed to the Supreme Court of Canada which rendered a decision in 
December 1990.” 


The crucial effect of the case was to put under provincial 
jurisdiction short lines located entirely within a province 
whose operation is not "integral to the operation of a 
federal work or undertaking." As a consequence, these 
types of short lines are not obligated to continue labour 
contracts negotiated by the Class I railways [CN and CP] 
under federal jurisdiction.”° 


The "Successor Right" Provisions of Bill 40 - Labour Relations and 
Employment Statute Law Amendment Act, 1992 and Short Line 
Railway Purchasers 


In 1992, Bill 40 added Section 64.1 to the Labour Relations Act. It 
established collective bargaining "successor rights" in the event of a sale 
of a business from federal to provincial jurisdiction, and gave the Ontario 
Labour Relations Board authority to "make such additional orders as it 
considers appropriate in the circumstances." These provisions would 
normally apply in cases where rail lines owned by one of the federally 
regulated Canadian transcontinental railways were sold to a short line 
operator in Ontario.*’ There is no indication, however, that a short line 
railway purchase in Ontario has gone before the Labour Relations Board 
since Bill 40 became law, and there is also no caselaw on this matter.”° 
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Industry representatives opposed this provision. In its 1992 submission to 
the Standing Committee on Resources Development on Bill 40, the 
Railway Association of Canada stated: 


Shortline sales will stop ... if the shortline operator is 
hampered by a successor rights clause as is proposed by the 
draft legislation.” 


A 1994 report prepared for Transport Canada also noted: 


..., the result of the action taken by the Ontario 
Government has been that the establishment of short-line 
railways in Ontario has ground to a halt. Therefore, unless 
the Ontario law is changed, we will probably witness more 
rail abandonments in that Province. 


Furthermore, if other Provinces follow the Ontario 
example, we can expect the short-line railway concept to 
come to an abrupt halt in Canada.*° 


This report concludes that: 


until legislation affecting short-line operations is more 
favourable or the unions overcome their inertia, the 
prospects of short-line railways in Canada are rather 
bleak.! 


On a similar note CP has indicated: 


..., the establishment of short-lines in Ontario is proving to 
be most difficult, due largely to the issue of labour 
successor rights under Bill C-40 [sic].°? 


It has also been reported that concerns over successor rights have affected 
particular cases. In April 1993, RailTex, the owner of the Goderich-Exeter 
Railway, "suspended plans to acquire five CN lines in the province 
because of the successor rights issue."*’ Similarly, Canadian Agra decided 
to scrap a plan in the Kincardine area of Bruce County to rebuild CN's 
abandoned Douglas Point-Harriston line and purchase the existing 
Harriston-Stratford CN tracks.** In this case it was reported that "following 
18 months of fruitless negotiations with the province and the unions for a 
waiver [from the successor rights provisions] ... Agra officially threw in 
the towel on Aug. 30 [1994]."*° 


In the spring of 1994 Jim Wilson, MPP (Simcoe West), introduced a 
Private Member's Bill, Bill 142, Labour Relations Amendment Act, 1994 
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(First Reading March 22, 1994) which "would exempt from successor 
rights any sale of a business involving the sale of a section of railway track 
by a predecessor employer who operates a railway." This proposal was 
related to the possible abandonment of the CN line from Barrie to 
Collingwood. Similarly, a review article on short line railways in 
Municipal World called for excluding railways that employ 25 persons or 
less from provincial labour legislation.*° 


More broadly, it has been speculated in the press that the repeal of Bill 40 
by the new government "may unshackle short line railway sales" by 
Canadian National and Canadian Pacific.*’ An official of Canadian 
National has agreed that the "climate may become more attractive to 
potential shortline investors."** 


The Conservative government has moved to repeal Bill 40. Bill 7, Labour 
Relations Amendment Act, 1995 which received first reading on October 4, 
1995, repeals the previous provisions regarding successor rights in the 
event of a corporate sale from federal to provincial jurisdiction, including 
a short line railway. 


Ongoing Labour Relations 


With the elimination of statutory successor rights, new short line operators 
may still negotiate with employees of the former railway. Issues of 
employment levels, pay, seniority, severance and other facets of work 
relations have often been addressed (as detailed in case studies outlined 
later). Within Ontario, the Algoma Central agreement was cited by labour 
officials as an example of successful negotiation.*? Nine collective 
agreements were collapsed into one, the union effectively waived its 
successor rights, and a new operating agreement was concluded through 
the collective bargaining process.*° A union official has been quoted as 
stating "it's better than having (the railway) close up completely."*" 


Another example given by a union official is the Okanagan Railway in 
British Columbia. The railway union and CN management operate it as an 
"internal shortline" to serve the Okanagan Valley fruit industry.” This 
arrangement has worked well and business is increasing. 


REGULATORY PROCESS 

Ontario 

An issue facing prospective short line railway purchasers and operators in 
Ontario is the length, complexity, and cost of the provincial approval 


process, particularly for small commercial operators. In order to be 
incorporated as a provincial railway company, prospective short line 
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operators require private legislation to be brought before the Legislature. 
In addition, under the provisions of the Ontario Railways Act,” the 
approval of the Ontario Municipal Board (OMB) is required prior to the 
commencement of operation. The Goderich-Exeter Railway (GEXR) was 
the first modern application handled by provincial officials and it served as 
a "test case"; current applications would probably take less time. A new 
process has been put forward, as outlined below, under the proposed short 
line legislation of 1995.“ 


The Ontario Ministry of Transportation recognizes that the Ontario 
Railways Act has fallen into disuse and is out-of-date.” It was originally 
designed to regulate radial and street railways which provided interurban 
services until the early decades of this century. These operations were 
eclipsed by the development of the provincial highway system and the 
growth in private automobile ownership. 


The OMB primarily reviews applications from a safety perspective. For 
freight operations the OMB has concluded a contract with Transport 
Canada to carry out engineering, operations and equipment inspections 
which are paid for by the applicant.*® Federal railway regulations are 
incorporated into OMB orders for freight and passenger railways because 
there are no provincial regulations in this regard. 


The GEXR expressed concern with the approval processes involving the 
National Transportation Agency and the Ontario Municipal Board, which 
apparently took 19 months.*” During this time shippers became "nervous" 
with respect to the continuance of rail service and the company was 
required to absorb "hefty legal fees."** 


Current indications from the OMB are that a short line application would 
now be processed more quickly than the GEXR case.”” The following is 
from the 1992 OMB decision on the GEXR application: 


The federal government's decision to reduce the scope of 
the national railways has led to the sale of shortlines to 
Ontario-incorporated rail companies. This recent series of 
events has left the province somewhat ill-prepared to 
establish an administrative structure for a railway operation 
independently of the federal government.” 


The OMB has also developed a "check-list" of the documents required for 
a short line application and the application is not processed until these 
materials are received from the applicant.*! 


Three short line railways have been approved by the OMB and are 
operating: Port Stanley Terminal Railway, Goderich-Exeter Railway, and 
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South Simcoe Railway . Approval for the Arnprior-Nepean Railway is 
pending, and several other applications have been submitted to the Board, 
including the Ontario Southland Railway (freight service from Port 
Stanley to St. Thomas), South Simcoe Railway Heritage Corporation (an 
extended passenger operation), and Waterloo St. Jacobs Railway (a freight 
operation from Kitchener to Elmira and passenger operation from 
Waterloo to St. Jacobs).°* Six other interests have secured special 
legislation but have not submitted applications to the OMB to operate.*? In 
a later section the legislative proposals of the current Conservative 
government, which would change the above procedures, are highlighted. 


Federal 


In 1992, the National Transportation Act Review Commission was 
appointed to advise the federal Ministry of Transportation. In its 1993 
report, the Commission recommended a streamlined federal review 
process: a 30 day rather than six month notice period for the federal 
railway line conveyance process and approval of the National 
Transportation Agency.” The federal government has recently tabled 
proposed legislative changes that would establish a 105-day review 
process for the sale or abandonment of a branchline. (See the later section 
under Government initiatives for elaboration.) 


CASE STUDIES 
ALGOMA CENTRAL 


The financially troubled Algoma Central Railway was purchased by the 
American-owned Wisconsin Central Transportation Corporation, which 
owns the international railway bridge at Sault Ste. Marie between Ontario 
and Michigan, and connecting railway lines into Michigan and Wisconsin 
with a link to Chicago.*° The $33.7 million sale was assisted by an $11.6 
million combined loan and grant from the Northern Ontario Heritage Fund 
Corporation, an agency of the Ministry of Northern Development and 
Mines.?” 


The Algoma Central Railway (ACR) is a federally regulated regional 
railway that runs from Sault Ste. Marie, Ontario to its northern terminus at 
Hearst. It has a branch line to Michipicoten and connects with the CN and 
CP transcontinental mainlines. It is estimated that the Algoma Central 
accounts for 1,500-2,000 direct and indirect jobs and has an important 
impact upon the regional economy, resource companies and tourism. 


In recent years it has experienced financial difficulty; since 1987 ACR has 
received some $40 million in non repayable provincial operating grants 
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through the Ontario Ministry of Northern Development and Mines.” It has 
also received federal subsidies for the operation of remote rail services. 
The Ontario government announced that its subsidies would cease at the 
end of 1993. 


Wisconsin Central was the only interested party in the ACR. 
Consideration was also given to Ontario Northland assuming operation of 
the Algoma Central, but this would have involved ongoing major 
government subsidies.~ 


Wisconsin Central acquired the physical plant of the Algoma Central. The 
affected employees have negotiated a severance and early retirement 
package. The new company employs over 200 of the former Algoma 
Central workers and those workers not hired also have the first right of 
recall for future employment with the new owners.” In the interest of job 
preservation, the affected unions waived the "successor rights " of their 
previous collective agreements and concluded a new more flexible 
collective agreement with the new owners.°! 


This sale is cited by union and Ministry of Labour officials as an example 
of successful negotiation. An official of the Brotherhood of Locomotive 
Engineers described this agreement as a "model for shortlining."* An 
agreement was ratified by the unions in late 1993 to become effective in 
December 1994, and this transaction also received National Transportation 
Agency, Investment Canada and Competition Bureau approval.®’ The 
railway will remain under federal labour authority and legislation. 


Algoma Central has emerged as a restructured regional railroad, linked to 
the Wisconsin Central's rail network in Michigan and Wisconsin. This 
purchase also benefits other Canadian railways since a significant amount 
of rail traffic, up to 1,500 rail cars per year carrying steel produced by 
Algoma Steel, is transferred to the CN mainline at Oba in northern 
Ontario. Lumber is also transported from Hearst on the Algoma Central 
southward to American markets.™ It would appear that the Algoma 
Central operation benefitted during the national rail strike and lockout in 
March 1995, and that traffic and revenues have increased on this line 
under the new ownership.®° 


(GODERICH-EXETER 


The Goderich-Exeter Railway (GEXR) was formed by the purchase of two 
former CN branchlines in southwestern Ontario for $4 million. It began 
operating on April 3, 1992 along 70 miles of track between Goderich and 
Stratford Junction and Clinton Junction and Centralia, and connects to the 
main CN system at Stratford. It is owned by San Antonio-based RailTex 
Service Company which owns 25 short line railroads across North 
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America (22 in the United States, two in Canada — one each in Ontario and 
Nova Scotia, and one in Mexico). 


The GEXR employs 12 staff, versus 15 under CN. The Brotherhood of 
Locomotive Engineers began representing some of these workers in 
November 1994.°’ The company employs both former railway workers 
and people from the community. Overall income for employees with the 
short line is lower than for comparable positions with CN, but the GEXR 
offers a profit-sharing program.®* The company transports over 8,000 cars 
per year and current traffic is now some 30 percent greater than initial 
loadings.” It has also captured some agricultural and mineral shipments 
from local industries that were formerly shipped by truck.” 


GEXR feels the keys to its success are:”! 


>» No successor rights. The Chairman and President of RailTex, Bruce 
Flohr said in 1993, "revisions to Ontario's labour legislation regarding 
union successor rights have prompted RailTex to suspend a study into 
acquiring five more lines in Ontario." Flohr also said his company 
would not have purchased the GEXR if this law had been in effect in 
1991” and that "there is no way the [short line] railway could operate 
profitably under CN labour agreements." 


Nonetheless, Railtex is actively seeking to buy other short lines where 
economic conditions are favourable.” An official indicated in June 
1995 that the company "has continued to talk with CN as well as CP 
Rail System about potential short lines in Ontario, and we are anxious 
to see [provincial] legislative changes soon."”° 


> The short line should fit into the RailTex philosophy of commodity 
and geographic diversification, so that adverse economic conditions or 
trends in one area, or with respect to a particular commodity, do not 
affect other operations.’’ A major commodity carried on the GEXR is 
salt "but we [RailTex] don't haul salt on any of our other railroads."” 


» The short line to be acquired should be a going concern and should be 
able to make a profit. 


ARNPRIOR-NEPEAN 


In August 1992, negotiations between Canadian National, BASF 
Chemicals, and the Regional Municipality of Ottawa-Carleton (RMOC) 
were concluded to preserve freight service on 25.67 miles of CN line from 
Nepean to Renfrew that was under consideration for abandonment. The 
right-of-way was purchased by the RMOC for approximately $0.5 million 
in accordance with its Regional Official Plan to protect railway rights-of- 
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way for future public use.” The railway is seeking provincial 
incorporation and Ontario Municipal Board approval as the Arnprior- 
Nepean Railway Company. The line is leased to BASF from the Region 
and BASF, at present the only user, is responsible for maintenance.*° 


RMOC has also purchased the Carleton Place subdivision rail line from 
Canadian Pacific. The tracks have been lifted from this line and it is being 
used on an interim basis as a recreational corridor. 


OTHER OPERATIONS 


+ The Canadian National's Murray Bay Line in Quebec was sold to a 
short line operator to continue operation as the Chemin de Fer de 
Charlevoix. 


>» CN's American subsidiary, the Central Vermont Railway, was sold to 
the American short line operator RailTex. 


» CN recently began operation of an "internal short line" along 1,855 
kilometres of lightly used lines in northern Quebec*! in May 1995 for a 
five year period. The lines are still owned by the company but operate 
as separate entities. A reduced workforce is employed under different 
working rules. Agreement has apparently been reached with all 
aftected unions except for the Canadian Auto Workers, who represent 
car inspectors. Union seniority, benefits and earnings are protected. 
The new operation only requires 223 of 329 original workers and the 
remaining workers have been offered severance, early retirement or 
employment by CN elsewhere in Quebec. CN is able to keep these 
lines in operation at a 35 percent lower cost than before. This operation 
will use CN locomotives and freight cars and CN will continue to 
provide billing and other administrative services.*’ This internal short 
line will be treated "as a semi-autonomous profit centre, using CN 

infrastructure and equipment." 


>» In August 1994, the sale of Canadian Pacific's 57-mile Dominion 
Atlantic Railway in Nova Scotia to a short line operator was approved. 


> In January 1995, 415 miles of CP rail assets east of Lennoxville, 
Quebec and heading through Maine to Saint John, New Brunswick, 
were sold to two short line operators.*° These sales preserve rail freight 
service to the port of Saint John. 
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OTHER JURISDICTIONS 


This section briefly surveys other provinces that have recently updated 
their railway statutes. The state of Wisconsin has also developed an 
interesting railway plan and assistance program. 


QUEBEC 


Quebec's Railway Act, 1993 sets up a procedure for the incorporation of 
railways operating in this province and removes the need for the National 
Assembly to deal with private railway bills. The "Commission des 
Transports du Quebec" is given the authority to issue a certificate of 
competence to prospective railway operators. Corporate information and 
insurance requirements are set by regulation.*° This basic approach 
appears similar to the proposal under Ontario's Short-line Railways 

ithe NERY 


In addition, An Act to Ensure Safety in Guided Land Transport, which 
came into force in 1988, is used to regulate safety matters for railways, 
tramways, monorails, and transport at industrial plants under provincial 
jurisdiction. This legislation replaced the old Quebec railway legislation 
which was originally adopted in the last century. It is mainly applied to 
railways chartered to operate in Quebec and companies which operate 
railway equipment. Transport Quebec carries out railway safety 
inspections and uses the same basic rules as Transport Canada. 
Amendments to this statute are pending to allow the Minister greater 
flexibility in the consideration of standards.*’ 


At present there are seven provincially regulated short line railways in 
Quebec and two of these operations are tourist trains. The newest freight- 
hauling short line commenced operation between Quebec City and 
Claremont in December 1994. Quebec's legislation does not specifically 
address the issue of "successor rights" and the Transport Ministry is 
opposed to such a provision. 


NEW BRUNSWICK® 


In the spring of 1994, the New Brunswick Shortline Railways Act was 
passed with regulations adopting Transport Canada safety standards. This 
statute applies to railways operating within the province and is designed to 
accommodate short line operations. It updates the provisions of the New 
Brunswick Railway Act of 1927. 


> In early January 1995, rail service on the former Canadian Pacific 


mainline from Sherbrooke, Quebec through Maine to the port of Saint 
John was preserved through the establishment of three short line 
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railways.® In December 1994, however, Via Rail suspended passenger 
service on this line from Montreal to Saint John.” 


> The New Brunswick Southern Railway company, which is owned by 
the Irvings, runs from McAdam on the Maine-New Brunswick border 
to the port of Saint John. 


> Other short lines operate in Maine, or between Maine and Quebec 
along this route. 


The New Brunswick legislation is silent on "successor rights." Indications 
are that the new short line railways have hired up to one-third of the 
former CP employees and that other employees have been transferred, or 
offered financial incentives or early retirement packages.”! 


NOVA SCOTIA 


The 1993 Railways Act, which regulates railways within the province, has 
not yet been proclaimed. Some additional amendments are contemplated 
during the fall 1995 session of the Legislature, and the regulations are 
awaiting drafting.” 


In recent years, several short line railways have been established in this 
province under contracts between the provincial Minister of 
Transportation and various companies. Contracts have specified 
inspection, safety, maintenance and insurance requirements. 


>» In October 1993, the Cape Breton and Central Nova Scotia Railway, 
owned by American-based RailTex, began operation on the former 
Truro to Sydney CN line. This railway is performing better than 
forecast and carries a diversified cargo. It serves the steel mills in 
Sydney, paper mills, coal shipments and a Michelin plant. Indications 
are that this line “has been able to operate with half of the labour costs 
that CN incurred. Where 110 people were needed to operate this line 
... 45 are managing to give better service as a short line operator.””? 


> Another short line operation was established in September 1994 ona 
former CP line from New Minas to Windsor Junction (Windsor and 
Hantsport Railway). This operation extends over 93 kilometres of 
track and serves a gypsum mine and other industrial customers. There 
was an incentive program for this short line operator to offer 
employment to former CP Rail employees.” 


The Nova Scotia legislation is silent on the matter of "successor rights". 
One of the unions associated with the Cape Breton and Central Railway 
filed with the Canada Labour Relations Board, which found that the new 
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railway is a provincial undertaking and union successor rights do not 
apply. A subsequent legal appeal was unsuccessful.”° 


WISCONSIN” 


This state's railway policy has generally developed in reaction to railway 
abandonments as an effort "to pick up the pieces."”’ Wisconsin lies along 
the western shore of Lake Michigan and is removed from the major east- 
west rail corridors heading out of Chicago. Public policy is to preserve 
short lines (where the cost-benefit structure is supportive) as an important 
component of economic development for businesses and smaller 
communities.”® 


In the late 1970s, Rail Transit Commissions were formed as multi-county 
agencies with joint powers since individual rail lines often cross county 
lines. The state assumed ownership of some rail corridors; the 
commissions owned the structures and improvements; and contracts were 
let with short line operators for rail service. The Commissions were 
eligible for grants from the state Department of Transportation, but 
funding was not available for operating subsidies. Some corridors were 
abandoned and converted to other uses (e.g., "rails to trails"), and some 
short line operators went bankrupt. However, some 800 miles of short line 
trackage was preserved for rail service within Wisconsin. 


This state has also developed a program, with funding of $5 million 
dollars per year up to at least fiscal 96-97, to provide interest free loans to 
private rail carriers. The Wisconsin Central Transportation Corporation, 
which was described as an aggressive and successful operator, has 
received state loans. This company is also the owner-operator of the 
Algoma Central Railway in Sault Ste. Marie, Ontario. 


It was indicated that rail transportation policies in Wisconsin do not deal 
specifically with "successor rights" which are under federal authority. This 
state's railway policies appear to be more proactive than Ontario's where 
railways have traditionally been considered the primary responsibility of 
the federal government. 


GOVERNMENT INITIATIVES 


FEDERAL 


- In recognition of the potential of short line railways, the federal 
government on June 20, 1995 tabled the Canada Transportation Act. The 
legislation is designed to "modernize and streamline [federal] rail 
regulation, [and] promote the formation of short-line railways" rather than 
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focussing on the abandonment of under used rail lines.?”? When passed, 
these provisions would require railway companies to prepare a public 
three-year plan identifying lines they wish to retain, sell or 

discontinue. Within 105 days, affected rail lines would have to be offered 
for purchase by public or private purchasers.'”° If no purchaser came 
forward, including all levels of government, the railway would discontinue 
service. Transport Canada has estimated that two-thirds of the rail lines 
that are likely candidates for abandonment could support viable short line 
operations. '°! 


In commenting on this legislation Doug Young, the federal Transport 
Minister, stated: 


[with] the combination of this [federal] regulatory reform 
and what I understand to be the policy of the new 
(Conservative) government in Ontario to encourage short- 
line development, I think you will see a significant take-up 
fof rail lines].'°° 


In addition, a recent federal arbitration award, in the aftermath of the 
March 1994 national rail strike and lockouts, reduced job security 
provisions for some unionized workers and the potential future costs of job 
security provisions to the major railway companies. This will likely assist 
in the future privatization of Canadian National because of a reduction in 
operating costs'®’ and potential investors and short line operators may 
bene 


PROVINCIAL 


In response to possible branch line abandonments by Canadian National in 
Simcoe County, a Task Force was established by the former New 
Democratic government in the spring of 1994, with the Ministry of 
Economic Development and Trade as the lead ministry. One of the matters 
under consideration during these consultations was, according to the 
former Minister of Economic Development and Trade, "the possibility of 
amalgamation of a number of separate collective agreements and unions 
into one."!°° 


A July 1994 study commissioned by the Ontario Ministry of Northern 
Development and Mines assessed the impact on northern communities of a» 
possible consolidation, or partial abandonment, of the CN and/or CP 
transcontinental rail lines across Northern Ontario. 


It commented: 
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The prospects for the development of short lines in 
Northern Ontario will be limited by the location of and 
opportunities for commercial operations and by the 
attractiveness of such operations to candidate owners.'° 


It also mentioned a possible connection of these lines, or segments thereof, 
to other northern railways such as the Algoma Central/Wisconsin Central 
railway network. 


A 1995 study which examined rural rail rationalization in southwestern 
Ontario for the Ministries of Transportation and Agriculture and Food 
proposed a "strategically planned regional rationalization" or systematic 
approach to rationalization of the recognized excess of rail lines in 
southwestern Ontario.'°’ Within the study area (from Hamilton in the east, 
Goderich in the north, Sarnia and Windsor in the west, and the Lake Erie . 
shoreline in the south), there are approximately 1,835 kilometres of track 
owned by seven railway companies. The study notes that "this railway 
plant is concentrated within a region that is only 300 kilometres long by 
100 to 150 kilometres in width."' 


Current Ontario Government Short Line and Labour Law 
Legislative Proposals 


In early October 1995, the Conservative government introduced legislative 
proposals to streamline the short line approval and review process and 
remove the application of successor rights to short line sales/purchases. 


Bill 5, Short-line Railway Act, 1995 received first reading in the 
Legislature on October 3, 1995, and “provides for the licensing and 
regulation of railways transferred from federal government jurisdiction to 
provincial government jurisdiction.”'°? The Compendium to this Bill 
states: “The existing Ontario Railways Act does not accommodate such 
transfers in a manner acceptable to investors.” Key features of this 
legislation are: 


> Potential short line operators would now be able to incorporate under 
either the Business Corporation's Act or the Corporations Act. 


>» A “registrar of shortline railways” within the Ministry of 
Transportation would have the authority to license short line operators 
while taking into account insurance and public safety requirements. 


> The registrar may suspend or revoke a license. There is provision for 


appeal, and a hearing within 30 days, only involving the registrar and 
the applicant to a member of the Ontario Municipal Board. 
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> Provision is made for the provincial Minister of Transportation to enter 
into an agreement with the federal government with respect to the 
regulation of railway safety. 


>» A requirement that short line operators enter into agreements where 
appropriate for the operation of commuter or passenger rail services 
over their line(s). 


These measures are designed to expedite and promote the establishment of 
short line railways in Ontario and will replace the review process 
described earlier.''° 


CONCLUSIONS 


In the face of continued downsizing of the major railways, the 
transportation, economic development and employment potential of short 
line railways will be of continuing interest. In southwestern Ontario, for 
example, the Ministry of Agriculture, Food and Rural Affairs has 
expressed an interest in the retention of some branch lines used for the 
local transport of soybeans, wheat and corn and the export of agricultural 
commodities by rail to the United States.''' The Ministry of Economic 
Development and Trade had earlier assumed a lead role in examining 
potential rail line abandonments in Simcoe County. 


Interest and activity with respect to short line operations in Ontario may be 
increased due to several factors: their potential to save services, proposed 
federal legislative and regulatory changes, the future privatization of 
Canadian National, and the Ontario government's recent short line and 
labour law legislative proposals. Whatever the possible federal and Ontario 
regulatory or legislative changes, there still has to be the potential for 
adequate freight traffic on the line for it to be successfully converted to 
short line operation. 


Various forms of short line railways may arise: 
> Investors or businesses may establish the new operations. 
>» Employee operation or buyouts of short lines, as in Canadian 


National's internal short lines in Quebec and British Columbia may be 
an option in particular cases. 
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The possibility of shipper or municipal financial involvement in short 
line operations is another alternative. The Arnprior-Nepean Railway in 
Ottawa-Carleton is one example of direct municipal and industrial 
shipper involvement to preserve a local rail line. 
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